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Title  24 — Housing  and  Urban  Development 

CHAPTER  II— OFFICE  OF  ASSISTANT  SEC¬ 
RETARY  FOR  HOUSING — FEDERAL 
HOUSING  COMMISSIONER 

[Docket  No.  R-77-389] 

PART  201— PROPERTY  IMPROVEMENT 
AND  MOBILE  HOME  LOANS 

Historic  Preservation  Loans 

AGENCY:  Department  of  Housing  and 
Urban  Development. 

ACTION:  Final  rule. 

SUMMARY:  This  regulation  will  im¬ 
plement  changes  to  the  National  Hous¬ 
ing  Act,  to  provide  for  the  insurance  of 
financial  institutions  making  loans  for 
the  preservation  of  historic  residential 
structures. 

EFFECTIVE  DATE:  July  29,  1977. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Christopher  LaMartina,  Department 

of  Housing  and  Urban  Development, 

451  Seventh  Street,  SW.,  Washington, 

D.C.  20410.  (202-755-8686). 

SUPPLEMENTARY  INFORMATION: 
The  Department  of  Housing  and  Urban 
Development  gave  notice  cm  May  10, 
1976,  at  41  FR  19188,  that  it  was  propos¬ 
ing  to  amend  subtitle  B  of  Title  24  of 
the  Code  of  Federal  Regulations,  Chap¬ 
ter  n.  Subpart  B,  Part  201,  “Property 
Improvement  and  Mobile  Home  Loans”, 
and  add  a  new  Subpart  E,  “Historic 
Preservation  Loans.” 

The  Department  received  twenty-one 
(21)  comments  in  response  to  the  May 
10,  1976  publication.  The  comment  pe¬ 
riod  closed  on  June  11,  1976.  All  com¬ 
ments  were  carefully  considered.  A  num¬ 
ber  of  comments  were  not  addressed  to 
the  substance  of  the  proposed  rule  but 
sought  information  regarding  the  eligi¬ 
bility  of  specific  properties.  Other  com¬ 
ments  suggested  changes  such  as  provi¬ 
sions  for  100%  insurance  of  loans  which 
would  not  be  permitted  under  the  ap¬ 
plicable  provisions  of  the  National  Hous¬ 
ing  Act,  as  amended,  12  U.S.C.  1703. 

One  comment  suggested  reducing  the 
period  after  which  approval  would  be 
assumed  from  30  to  10  days.  After  con¬ 
sultation  with  representatives  of  the 
Department  of  the  Interior,  which  has 
the  lead  role  in  historic  preservation 
matters,  the  provision  for  a  waiting  pe¬ 
riod  has  been  deleted  as  being  unnec¬ 
essary. 

It  was  also  suggested  that  the  State 
Historic  Preservation  Officer’s  review  be 
made  by  the  chief  executive  officer  of 
the  municipality  in  which  the  historic 
structure  is  located.  This  suggestion 
would  introduce  an  element  of  complex¬ 
ity  that  could  result  in  a  delay  in  proc¬ 
essing  loans  and  was  not  adopted.  Sec¬ 
tion  201.1606  has,  however,  been  revised 
to  provide  for  review  of  the  proposed  im¬ 
provements  “by  any  other  person  au¬ 
thorized  by  the  Secretary  of  the  Inte¬ 
rior.” 

Suggestions  were  also  made  that  there 
be  an  appraisal  of  each  historic  struc¬ 
ture  and  that  there  be  a  reduction  in  the 
maximum  permissible  Interest  rate 


where  a  loan  is  secured  by  a  first  mort¬ 
gage.  These  suggestions  were  not 
adopted  as  it  is  not  contemplated  that 
a  significant  number  of  loans  will  be 
secured  by  first  mortgages;  in  such  an 
event  lending  institutions  could  be  ex¬ 
pected  to  fix  an  interest  rate  below  the 
maximum  permitted  in  the  regulations. 

A  commenter  suggested  that  the  regu¬ 
lations  incorporate  the  guidelines  pro¬ 
mulgated  by  the  National  Park  Service 
Office  of  Archeology  and  Historic  Preser¬ 
vation.  These  guidelines  will  be  made 
available  to  each  loan  applicant;  how¬ 
ever,  it  would  be  inappropriate  to  incor¬ 
porate  the  guidelines  into  the  regula¬ 
tions. 

A  commenter  suggested  that  review 
by  the  State  Historic  Preservation  Of¬ 
ficer  be  waived  for  loans  of  less  than 
$10,000.  The  suggestion  was  not  adopted 
as  one  of  the  functions  of  the  State  His¬ 
toric  Preservation  Officer  is  to  verify  that 
the  structure  in  question  is  in  fact  a  his¬ 
toric  structure,  without  regard  to  the 
amount  of  the  loan.  In  this  connection 
it  is  noted  that  if  no  more  than  $10,000 
is  needed,  the  owner  of  an  historic  prop¬ 
erty  may  apply  for  either  a  Historic 
Preservation  Loan  or  a  basic  Title  I  prop¬ 
erty  improvement  loan.  The  latter  may 
be  used  to  improve  either  a  non-resi- 
dential  or  a  residential  structure  and 
does  not  require  the  preliminary  ap¬ 
proval  of  the  State  Historic  Preservation 
Officer. 

Several  commenters  suggested  that 
the  restriction  of  the  program  to  resi¬ 
dential  structures  be  deleted.  Section 
4(a)  of  the  Emergency  Home  Purchase 
Assistance  Act  of  1974,  Pub.  L.  93-449, 
amending  section  2(a)  of  the  National 
Housing  Act,  12  U.S.C.  1703,  provides 
that  “the  term  ‘historic  structures’ 
means  residential  structures  which  are 
registered  in  the  National  Register  of 
Historic  Places  or  which  are  certified  by 
the  Secretary  of  the  Interior  to  conform 
to  National  Register  criteria  •  •  *”  The 
extension  of  the  program  to  non -resi¬ 
dential  structures  is  therefore  precluded. 

It  was  also  suggested  that  the  maxi¬ 
mum  amount  per  family  unit  be  fixed  at 
a  sum  greater  than  $15,000.  The  Emer¬ 
gency  Home  Purchase  Assistance  Act  of 
1974  provides  that  “a  loan  shall  involve 
an  amount  not  exceeding  $15,000  per 
family  unit .  . .  and  have  a  maturity  not 
exceeding  fifteen  years  and  thirty-two 
days.”  Consequently,  this  suggestion  can¬ 
not  be  adopted. 

A  suggestion  was  made  that  any  build¬ 
ing  that  had  been  used  in  the  past  as  a 
residential  structure  be  deemed  an  eligi¬ 
ble  structure.  Since  the  enabling  legis¬ 
lation  restricts  loans  to  residential  struc¬ 
tures,  it  has  been  determined  that  loans 
should  be  limited  to  structures  presently 
used  as  residential  structures  or  which 
will  be  residential  structures  when  re¬ 
stored  or  rehabilitated. 

It  was  also  suggested  that  §  201.1605 
(1),  which  had  permitted  a  residential 
structure  to  have  an  incidental  non- 
residential  use  not  to  exceed  10  percent 
of  the  total  usable  floor  area  of  the  build¬ 
ing,  be  expanded  to  permit  non-residen- 
tial  space  available  in  the  structure  to  be 
at  least  49  percent.  After  careful  consid¬ 


eration  permissible  non-residential  space 
has  been  Increased  to  20  percent.  In  view 
of  the  restriction  of  the  Act  relative  to 
residential  structures  it  was  determined 
that  an  increase  in  permissible  non-resi- 
dentlal  space  in  excess  of  20  percent 
would  not  be  in  order. 

Comments  were  also  received  regard¬ 
ing  the  proposed  maximum  loan  limit 
per  structure  of  $30,000.  After  careful 
consideration  it  was  determined  that  in¬ 
creasing  the  maximum  loan  limit  per 
structure  to  $45,000  would  make  the  pro¬ 
gram  more  useful. 

Several  commenters  raised  questions 
regarding  the  operation  of  the  historic 
preservation  program  by  the  Depart¬ 
ment  of  the  Interior.  The  Emergency 
Home  Purchase  Assistance  Act  of  1974 
limits  eligible  loans  under  the  historic 
preservation  loan  program  to  the  criteria 
established  by  the  Secretary  of  the  In¬ 
terior.  HUD  is  not  authorized  to  change 
this  criteria. 

A  suggestion  was  made  that  the  re¬ 
view  fee  of  $25.00  that  may  be  collected 
from  the  borrower  by  the  State  Historic 
Preservation  Officer  as  authorized  in 
§  201.1606  be  paid  by  HUD  rather  than 
the  loan  applicant.  This  suggestion  was 
not  adopted  as  the  National  Housing  Act 
does  not  authorize  such  a  payment. 

A  commenter  suggested  that  where 
improvements  are  solely  to  the  interior 
of  the  historic  structure,  a  review  by  the 
State  Historic  Preservation  Officer  would 
not  be  necessary.  Since  the  interior  of 
the  structure  may  have  historic  features 
that  are  desirable  to  retain,  this  sug¬ 
gestion  was  not  adopted. 

A  suggestion  was  made  that  residen¬ 
tial  structures  within  a  historic  district 
listed  in  the  National  Register  of  His¬ 
toric  Places  be  deemed  eligible.  The  Sec¬ 
retary  of  the  Interior  has  determined 
that  all  residential  structures  located 
within  districts  that  the  Secretary  of  the 
Interior  has  determined  eligible  for  list¬ 
ing  in  the  National  Register  are  “certi¬ 
fied  by  the  Secretary  of  the  Interior  to 
conform  to  National  Register  criteria” 
for  purposes  of  qualifying  as  “historic 
structures”  eligible  for  historic  preserva¬ 
tion  loans.  These  structures  will  there¬ 
fore  be  eligible  under  this  program. 

Other  comments  and  suggestions  were 
made  relating  to  the  administration  of 
the  National  Register  of  Historic  Places 
by  the  Department  of  the  Interior.  HUD 
will  furnish  Department  of  the  Interior 
material  to  institutions  and  loan  appli¬ 
cants  interested  in  historic  preservation 
loans,  but  it  cannot,  of  course,  act  in 
such  matters. 

A  Finding  of  Inapplicability  respecting 
the  National  Environmental  Policy  Act 
of  1969  has  been  made  in  accordance 
with  HUD  procedures.  A  copy  of  this 
Finding  of  Inapplicability  will  be  avail¬ 
able  Tor  public  inspection  during  regular 
business  hours  in  the  Office  of  the  Rules 
Docket  Clerk,  Office  of  the  Secretary, 
Room  5218,  Department  of  Housing  and 
Urban  Development,  451  7th  Street  SW., 
Washington,  D.C.  20410. 

Nor. — It  Is  hereby  certified  that  the  eco¬ 
nomic  and  Inflationary*  Impacts  of  this  regu¬ 
lation  have  been  carefully  evaluated  in  ac¬ 
cordance  with  Executive  Order  No.  11821. 
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Accordingly,  24  CFR  Is  amended  as 
follows: 

1.  In  1 201.12  paragraph  (b)  Is 
amended  as  follows: 

§  201.12  Insurance  reserve. 

•  *  •  •  • 

'  b)  There  shall  be  maintained  for  each 
insured  a  general  insurance  reserve 
which  shall  equal  10  percent  of  the  ag¬ 
gregate  amount  advanced  on  all  eligible 
loans  originated  by  such  Insured  pur¬ 
suant  to  the  provisions  of  the  regulations 
in  Subparts  A,  B,  C,  D.  and  E  of  this 
part  on  or  after  March  1.  1950,  and  prior 
to  the  expiration  of  the  Commissioner’s 
authority  to  insure  under  the  provisions 
of  this  Act,  less  the  amount  of  all  claims 
approved  for  payment  in  connection 
with  such  loans  and  less  the  amount  of 
any  adjustments  made  pursuant  to  para¬ 
graph  (c)  of  this  section. 

•  •  •  •  • 

2.  A  new  Subpart  E  is  added  to  read 
as  follows: 

Subpart  E — Historic  Preservation  Loans 

Sec. 

201.1600  Purpose. 

201.1606  Definitions. 

201.1606  Eligibility  requirements. 

201.1610  Eligible  notes. 

201.1611  Prior  approval  by  Commissioner. 

201.1612  Security. 

201.1613  Election  of  action. 

201.1616  Maximum  loan  amount  and  terms. 
201.1620  Late  charges. 

201.1626  Financing  chargee. 

201.1630  Architectural  fees. 

201.1636  Credits  and  collections. 

201.1640  Refinancing. 

201.1645  Direct  loans. 

201.1660  |  Reserved] 

201.1656  Report  of  loans. 

201.1660  Rate  of  Insurance  charge. 

201.1665  Payment  of  Insurance  charges. 
201.1670  Refund  or  abatement  of  Insurance 
charge. 

201.1675  Insurance  reserve. 

201.1680  Claims. 

201.1686  Flood  Insurance. 

201.1680  Administrative  reports  and  ex¬ 
amination. 

201.1695  Amendments. 

Authority :  Sec.  7(d)  Housing  and  Urban 
Development  Act  (42  U.8.C.  3635(d));  sec. 
2(a)  of  the  National  Housing  Act,  as 
amended,  12  U.S.C.  1703. 

§  201.1600  Purpose. 

The  purpose  of  this  subpart  is  to  es¬ 
tablish  the  amount  of  the  maximum  in¬ 
surable  historic  preservation  loan  for 
residential  historic  structures  and  to 
regulate  the  transactions  related  to  the 
making  and  insuring  of  such  loans. 

§  201.1605  Definitions. 

As  used  in  the  regulations  in  this  Sub- 
part,  the  term: 

(a)  “Act”  means  the  National  Hous¬ 
ing  Act,  as  amended. 

(b)  [Reserved.] 

(c)  “Commissioner”  means  the  Fed¬ 
eral  Housing  Commissioner  or  his  duly 
authorized  representative. 

(d)  “Contract  of  Insurance”  includes 
all  of  the  provisions  of  the  regulations 
In  this  part  and  the  applicable  provisions 
of  the  Act. 


(e)  “Insured”  means  a  financial  Insti¬ 
tution  holding  a  Contract  of  Insurance 
under  Title  I  of  the  Act. 

(f)  “Loan”  means  an  advance  of 
funds  or  credit. 

(g)  “Direct  loan”  means  a  loan  ap¬ 
plied  for  by  and  disbursed  directly  to 
the  borrower  or  borrowers  where: 

(1)  The  credit  application,  signed  by 
the  borrower  or  borrowers,  If  filled  out 
by: 

(1)  The  borrower  or  borrowers: 

(ii)  A  maker  of  the  note  other  than 
a  borrower;  or 

(ill)  A  person  acting  at  the  direction 
of  a  borrower  who  has  no  financial  in¬ 
terest,  directly  or  indirectly,  In  the  con¬ 
tract  for  the  repair,  alteration  or  Im¬ 
provement  of  the  borrower’s  property: 
and 

(2)  The  proceeds  are  delivered  directly 
to  such  borrower  or  borrowers  without 
the  intervention  or  participation  of  an 
intermediary. 

(i)  “Note”  includes  a  note  or  other 
evidence  or  Indebtedness. 

(ii)  “Payment”  includes  a  deposit  to 
an  account  or  fund  which  represents  the 
full  or  partial  repayment  of  a  loan. 

(ill)  “Borrower”  means  one  who  ap¬ 
plies  for  and  receives  a  loan  in  reliance 
upon  the  provisions  of  the  Act  and  who 
has  an  interest  of  at  least  one-third  of 
me  of  the  following  types  of  ownership 
In  the  property  to  be  improved. 

(A)  A  fee  title, 

(B)  A  life  estate, 

(C)  A  fee  title  or  life  estate  subject 
to  mortgage,  deed  of  trust,  or  other  lien 
securing  a  debt, 

(D)  A  mutually  binding  contract  for 
the  purchase  of  the  property  by  the  bor¬ 
rower  where  the  borrower  is  rightfully 
in  possession  and  the  purchase  price  is 
payable  in  Installments,  or 

(E)  A  lease  having  a  fixed  term,  ex¬ 
piring  not  less  than  six  calendar  months 
after  the  maturity  of  the  loan,  if  the 
lessor  Indicates  in  writing  his  consent  to 
the  making  of  the  Improvements  and 
procurement  of  the  loan. 

(h)  “Rehabilitation”  means  the  proc¬ 
ess  of  returning  a  structure  to  a  state  of 
utility,  through  repair  or  alteration, 
which  makes  possible  an  efficient  con¬ 
temporary  use.  In  rehabilitation,  those 
portions  of  the  property  important  in 
illustrating  historic,  architectural,  and 
cultural  values  are  preserved  or  restored. 

(i)  “Preservation”  means  the  process 
of  sustaining  the  form  and  extent  of  a 
structure  essentially  as  it  now  exists. 
Preservation  aims  at  halting  further  de¬ 
terioration  and  providing  structural  sta¬ 
bility,  but  does  not  contemplate  signifi¬ 
cant  rebuilding. 

(j)  “Restoration”  means  the  process 
of  accurately  recovering  the  form  and 
details  of  a  structure  as  it  appeared  at  a 
particular  period  of  time  by  removing 
later  work  and  by  replacing  missing  orig¬ 
inal  work. 

(k)  “Historic  structure”  means  a  resi¬ 
dential  structure  which  is  registered  in 
the  National  Register  of  Historic  Places 
or  which  is  certified  by  the  Secretary  of 
the  Interior  to  conform  to  National  Reg¬ 
ister  criteria. 


(1)  “Residential  structure”  means  a 
building  that  is  used  or  will  be  used,  after 
rehabilitation,  preservation,  or  restora¬ 
tion,  as  a  dwelling  place  for  one  or  more 
families.  The  building  may  have  an  in¬ 
cidental  non-residentlal  use  not  to  exceed 
20  pecent  of  the  total  usable  floor  area 
of  the  building. 

§  201.1606  Eligibility  requirements. 

<a)  Loans  shall  be  made  only  for  the 
rehabilitation,  preservation  or  restora¬ 
tion  of  historic  residential  structures. 
The  proposed  improvements  to  the  his¬ 
toric  structure  shall  be  reviewed  by  the 
State  Historic  Preservation  Officer 
(SHPO),  or  by  any  other  person  au¬ 
thorized  by  the  Secretary  of  the  Interior, 
in  the  state  where  the  historic  structure 
is  located. 

(b)  The  review  shall  be  for  the  pur¬ 
pose  of  determining  that  the  structure 
is  an  historic  residential  structure  eligi¬ 
ble  under  the  program  and  that  the  pro¬ 
posed  Improvements  are  in  conformance 
with  the  criteria  set  by  the  Secretary 
of  the  Interior  for  rehabilitation  of  his¬ 
toric  structures. 

(c)  A  review  fee  of  not  to  exceed  $25 
may  be  collected  from  the  borrower  by 
the  State  Historic  Preservation  Officer, 
or  by  any  other  person  authorized  by 
the  Secretary  of  the  Interior  pursuant  to 
paragraph  (a). 

§  201.1610  Eligibl  notes. 

(a)  Validity.  The  note  shall  bear  the 
genuine  signature  of  the  borrower  as 
maker,  shall  be  valid  and  enforceable 
against  the  borrower  or  borrowers  and 
shall  be  in  compliance  with  all  applicable 
federal,  state  and  local  laws.  The  note 
shall  be  complete  and  regular  on  its  face. 
The  signatures  of  all  parties  to  the  note 
must  be  genuine.  If  the  note  is  executed 
for  and  on  behalf  of  a  corporation  or  in 
a  representative  capacity,  the  note  must 
create  a  binding  obligation  of  the  prin¬ 
cipal. 

(b)  Acceleration  clause.  The  note 
shall  contain  a  provision  for  acceleration 
of  maturity,  at  the  option  of  the  holder, 
in  the  event  of  default  in  the  payment  of 
any  installation  upon  the  due  date  there¬ 
of. 

(c)  Payments.  The  note  shall  be  pay¬ 
able  in  equal  installments  due  monthly, 
every  2  weeks,  or  weekly,  unless  a  dif¬ 
ferent  payment  schedule  is  approved  by 
the  Commissioner.  The  first  payment 
shall  be  due  no  later  than  2  months  from 
the  date  of  the  note.  The  note  may  pro¬ 
vide  for  a  first  or  final  payment  in  an 
amount  other  than  the  regular  install¬ 
ment.  In  such  instances,  the  installment 
shall  not  be  less  than  Vi  nor  more  than 
lVi  times  the  amount  of  the  regular  in¬ 
stallment. 

§  201.1611  Prior  approval  by  Commis¬ 
sioner. 

The  approval  of  the  Commissioner  is 
required  prior  to  disbursing  any  loan 
which  will  Increase  the  total  obligation 
of  a  borrower,  co-maker  or  co-signer  of 
any  note  under  this  part  or  subpart  to 
more  than  $15,000  exclusive  of  financing 
charges. 
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§  201.1612  Security. 

Loans  In  excess  of  $7,500,  exclusive  of 
financing  charges,  shall  be  secured  by  a 
recorded  lien  upon  the  Improved  prop¬ 
erty.  The  proceeds  of  an  Insured  loan 
shall  not  be  used  to  supplement  an  un¬ 
insured  obligation  of  the  borrower 
created  In  connection  with  the  proposed 
improvements,  rehabilitation,  preserva¬ 
tion  or  restoration,  if  the  payment  of  the 
uninsured  obligation  is  secured  by  a  lien, 
unless  the  insured  loan  is  to  be  secured 
by  a  lien  which  has  priority  over  the 
lien  of  the  uninsured  obligation.  - 

§  201.1613  Election  of  action. 

Where  a  real  estate  mortgage,  deed  of 
trust.  Judgment  lien,  or  any  other  secu¬ 
rity  device  has  been  used  to  secure  the 
payment  of  a  loan,  the  insured  may  not, 
except  with  the  approval  of  the  Com¬ 
missioner,  both  proceed  against  such 
security  and  also  make  claim  under  its 
Contract  of  Insurance,  but  shall  elect 
which  procedure  it  desires  to  pursue. 

§  201.1615  Maximum  loan  amount  and 
terms. 

(a)  The  maximum  loan  amount  shah 
not  exceed  the  lesser  of  $15,000  per 
family  unit  in  a  residential  structure  or 
$45,000  per  residential  structure. 

Cb)  The  final  maturity  of  a  note  shall 
not  be  less  than  6  calendar  months  from 
the  date  of  the  note  nor  more  than  15 
years  and  32  days  from  the  date  of  the 
note. 

§  201.1620  Late  charges. 

The  note  may  provide  for  a  late  charge, 
not  to  exceed  5  cents  for  each  $1.00  of 
each  installment  10  days  in  arrears.  No 
late  charge  on  a  past  due  Installment 
may  be  accrued  in  excess  of  $15.00.  In  lieu 
of  late  charges,  notes  may  provide  for 
interest  on  past  due  installments  at  a 
rate  not  in  excess  of  the  contract  rate  of 
the  note.  The  borrower  must  be  billed  for 
penalties  collected  as  such  and  evidence 
of  such  billing  must  be  in  the  file. 

§201.1625  Financing  charges. 

(a)  Maximum  financing  charges.  The 
maximum  permissible  financing  charge, 
exclusive  of  fees  and  charges  as  provided 
by  paragraph  (b)  of  this  section,  which 
may  be  directly  or  indirectly  paid  to,  or 
collected  by  the  Insured  in  connection 
with  the  loan  transaction,  shall  not  ex¬ 
ceed  a  12  percent  annual  rate.  No  points 
or  discounts  of  any  kind  may  be  assessed 
or  collected  in  connection  with  the  loan 
transaction.  Finance  charges  for  in¬ 
dividual  loans  shall  be  made  in  accord¬ 
ance  with  tables  of  calculation  issued  by 
the  Commissioner. 

(b)  Permissible  additional  charges.  If 
the  insured  takes  security  in  the  nature 
of  a  real  estate  mortgage,  deed  of  trust, 
or  other  security  device  for  the  purpose 
of  securing  the  payment  of  eligible  loans, 
the  Insured  may  collect  from  the  bor¬ 
rower,  in  addition  to  the  maximum  per¬ 
missible  financing  charge,  the  following 
expenses  actually  Incurred  by  the  in¬ 
sured  in  connection  with  the  transac¬ 
tion:  Recording  or  filing  fees,  documen¬ 


tary  tax  stamps,  title  examination 
charges  and  hazard  insurance  premiums. 
These  costs  or  expenses  shall  not  be  paid 
from  the  proceeds  of  the  loan  or  included 
in  the  face  amount  of  the  note  and  shall 
not  be  included  by  the  insured  as  a  por¬ 
tion  of  a  claim  under  the  Contract  of  In¬ 
surance.  If  such  costs  or  expenses  are  as¬ 
sessed  against  the  borrower,  the  proper 
evidence  thereof  shall  be  in  the  file. 

(c)  Repayment  rebate.  If  a  note  is  paid 
in  full  prior  to  maturity,  the  Insured  shall 
rebate  the  full  unearned  finance  charge, 
except  that  where  the  law  of  the  juris¬ 
diction  permits  an  acquisition  or  mini¬ 
mum  retained  charge,  such  charge  may 
be  deducted  from  the  rebate.  An  insured 
is  not  required  to  make  rebates  of  less 
than  $1  except  upon  application  of  the 
borrower. 

§  201.1630  Architectural  fees. 

The  costs  of  a  loan  may  include  archi¬ 
tectural  and  engineering  services  and  the 
costs  of  obtaining  building  permits  where 
such  services  or  permits  are  directly  con¬ 
nected  with  eligible  alterations,  repairs 
or  improvements  financed  in  accordance 
with  the  regulations  in  this  part. 

§  201.1635  Credits  and  collections. 

(a)  Credit  application.  Prior  to  mak¬ 
ing  a  loan  the  insured  shall  obtain  a 
dated  credit  application  executed  by  the 
borrower  on  a  form  approved  by  the 
Commissioner.  A  separate  credit  appli¬ 
cation  is  required  for  each  loan  made  or 
note  purchased.  In  addition,  the  loan  file 
must  contain  either  a  commercial  credit 
report  on  the  borrower  or  evidence  of  the 
lender's  investigation  of  the  borrower’s 
credit. 

(b)  Credit  investigation.  The  credit 
information  relied  upon  by  the  insured 
must,  in  its  Judgment,  clearly  show  the 
borrower  to  be  solvent,  with  reasonable 
ability  to  pay  the  obligation  and  in  other 
respects  a  reasonable  credit  risk.  If,  after 
the  loan  is  made,  an  insured  who  acted 
in  good  faith  discovers  any  material  mis¬ 
statement  or  misuses  of  the  proceeds  of 
the  loan  by  the  borrower,  dealer,  or 
others,  the  eligibility  of  the  note  for  in¬ 
surance  will  not  be  affected.  However,  the 
insured  shall  promptly  report  such  dis¬ 
covery  to  the  Commissioner. 

(c)  Outstanding  FHA  and  direct  Fed¬ 
eral  obligations.  The  proceeds  of  a  loan 
shall  not  be  disbursed  if  the  insured  has 
knowledge  that  the  borrower  is  past  due 
more  than  15  days  as  to  either  principal 
or  interest  with  respect  to  any  obligation 
owing  to,  or  insured  by,  any  department 
or  agency  of  the  Federal  Government. 
Nothing  contained  herein  shall  prevent 
the  making  of  a  loan  otherwise  eligible, 
even  though  the  borrower  is  in  default 
under  such  an  obligation  by  reason  of  his 
military  service,  if  the  approval  of  the 
Commissioner  is  obtained. 

(d)  Reliance  on  credit  application.  An 
Insured  acting  in  good  faith  may,  in  the 
absence  of  information  to  the  contrary, 
rely  upon  all  statements  of  fact  made  by 
the  borrower,  which  are  called  for  by  the 
borrower’s  credit  application,  in  deter¬ 
mining  the  eligibility  of  the  loan. 


S  201.1640  Refinancing. 

(a)  General  requirements.  New  obli¬ 
gations  to  liquidate  loans  previously  re¬ 
ported  for  insurance  will  be  covered  by 
Insurance  if  the  new  obligations  meet  the 
requirements  of  all  applicable  regula¬ 
tions  in  this  part  and  the  special  provi¬ 
sions  of  this  section. 

(b)  Rebate.  The  full  unearned  finance 
charge  on  the  original  note  shall  be  re¬ 
funded  to  the  borrower.  If  no  additional 
advance  is  made,  a  handling  charge  not 
in  excess  of  $25.00  may  be  collected 
from  the  borrower. 

(c)  Maximum  maturity.  A  loan  may 
be  refinanced  for  an  additional  period 
not  in  excess  of  15  years  and  32  days 
from  the  date  of  the  refinancing,  if  the 
term  of  the  new  note  does  not  extend 
25  years  from  the  date  of  the  original 
note. 

(d)  Special  cases.  The  Commissioner 
may,  upon  presentation  of  the  facts,  ap¬ 
prove  the  refinancing  or  refinancing  and 
consolidation  of  any  loan  or  loans  upon 
such  terms  and  conditions  as  he  may 
determine  within  the  limits  provided  by 
the  Act. 

§  201.1645  Direct  loan. 

A  loan  may  only  involve  a  direct  loan 
obtained  by  the  borrower  directly  from 
the  insured. 

§  201.1650  [Reserved] 

§201.1655  Report  of  loans. 

Loans  shall  be  reported  on  the  pre¬ 
scribed  form  to  the  Federal  Housing  Ad¬ 
ministration  at  Washington,  D.C.,  within 
31  days  from  the  date  of  the  note  or  date 
upon  which  it  was  purchased.  Any  loan 
which  is  refinanced  shall  likewise  be  re¬ 
ported  on  the  prescribed  form  within  31 
days  from  the  date  of  such  transfer.  If 
the  loan  or  note  is  not  in  default,  the 
Commissioner  may,  in  his  discretion,  ac¬ 
cept  a  late  report. 

§  201.1660  Rate  of  insurance  charge. 

The  insured  shall  pay  to  the  Commis¬ 
sioner  an  Insurance  charge  equal  to 
fifty-five  one  hundredths  (0.55)  of  1  per¬ 
cent  per  annum  of  the  net  proceeds  of 
any  eligible  loan  reported  and  acknowl¬ 
edged  for  insurance.  In  computing  the 
insurance  charge,  no  charge  shall  be 
made  for  a  period  of  14  days  or  less,  and 
a  charge  for  a  month  shall  be  made  for 
a  period  of  more  than  14  days. 

§  201.1665  Payment  of  insurance 
charges. 

(a)  Single  payment.  On  loans  having 
a  maturity  of  25  months  or  less,  the  in¬ 
surance  charge  for  the  entire  time  of  the 
loan  shall  be  paid  within  25  days  after 
the  date  the  Commissioner  acknowledges 
to  the  insured  Institution  the  receipt  of 
the  report  of  the  loan. 

(b)  Installment  payments.  On  loans 
having  a  maturity  in  excess  of  25  months 
the  insurance  charge  shall  be  payable  in 
Installments.  The  first  Installment  shall 
be  equal  to  the  charge  for  one  year  and 
■hail  be  paid  within  25  days  of  acknowl¬ 
edgment  of  the  loan  report.  The  second 
and  succeeding  Installments  shall  be  paid 
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within  25  days  after  billing  on  an  annual 
basis. 

S  201.1670  Refund  or  abatement  of  in- 
•u  ranee  charge. 

An  Insured  shall  be  entitled  to  a  re¬ 
fund  or  abatement  of  Insurance  charges 
only  In  the  following  Instances: 

ca)  Where  the  obligation  has  been  re¬ 
financed.  the  unearned  portion  of  the 
insurance  charge  on  the  original  obliga¬ 
tion  shall  be  credited  to  the  charge  on 
the  refinanced  loan. 

(b)  Where  the  obligation  Is  prepaid 
In  full  or  an  Insurance  claim  Is  filed. 
Insurance  charges  falling  due  after  such 
prepayment  or  claim  shall  be  abated. 

(c)  Where  a  loan  (or  a  portion  there¬ 
of)  Is  found  to  be  Ineligible  for  Insurance, 
Insurance  charges  paid  on  the  ineligible 
portion  shall  be  refunded.  Such  refund 
shall  be  made,  however,  only  if  a  claim  is 
denied  by  the  Commissioner  or  the  In¬ 
eligibility  Is  reported  by  the  Insured 
promptly  upon  discovery.  In  no  event 
shall  an  Insurance  charge  be  refunded  on 
the  basis  of  loan  Ineligibility  where  the 
application  for  refund  Is  made  after  the 
loan  has  been  paid  in  full. 

(d)  Notes  transferred.  Any  adjustment 
of  the  Insurance  charge  already  paid  on 
any  obligation  transferred  between  In¬ 
sureds  shall  be  made  by  the  Insureds,  ex¬ 
cept  that  any  unpaid  Installments  of 
the  Insurance  charge  shall  be  paid  by 
the  purchasing  Insured. 

(e)  Limit  on  charge  to  borrower.  The 
Insurance  charge  paid  by  the  insured 
shall  not  be  passed  on  to  the  borrower. 
If  such  action  would  cause  the  total  pay¬ 
ments  for  which  the  borrower  Is  liable  to 
exceed  the  maximum  permissible  amount 
which  may  be  collected  for  interest,  dis¬ 
count,  and  all  other  charges  in  connec¬ 
tion  with  the  transaction. 

§  201.1675  Insurance' reserve. 

All  of  the  provisions  of  §  201.12  with 
respect  to  the  maintenance  for  each  in¬ 
sured  lender  of  a  general  Insurance  re¬ 
serve  shall  apply  with  respect  to  loans 
reported  for  insurance  under  this  sub- 
part.  The  aggregate  amount  of  loans 
advanced  by  an  insured  lender,  for  the 
purposes  of  determining  Its  general  In¬ 
surance  reserve,  shall  Include  loans  re¬ 
ported  for  insurance  under  all  subparts 
of  this  part. 

§  201.1680  Claims. 

(a)  Claim  application.  A  claim  for  re¬ 
imbursement  for  loss  on  an  eligible  loan 
shall  be  made  on  a  form  approved  by  the 
Commissioner,  and  shall  be  executed  by 
a  duly  qualified  officer  of  the  insured. 
The  claim  shall  be  accompanied  by  the 
insured’s  complete  credit  and  collection 
file  pertaining  to  the  transaction. 

(b)  Claim  after  default.  A  claim  may 
be  filed  after  default,  provided  demand 
has  been  made  upon  the  borrowed  for 
the  full  unpaid  balance  of  the  note.  For 
the  purpose  of  determining  the  date  of 
default,  any  payments  received  on  an  ac¬ 
count,  including  payments  on  judgments 
predicated  thereon,  shall  be  applied  to 
the  earliest  unpaid  installment. 


(c)  Maximum  claim  period.  A  claim 
shall  be  filed  no  later  than  6  months 
after  the  due  date  of  the  final  install¬ 
ment  provided  for  in  the  note. 

(d)  Extension  of  maximum  claim  pe¬ 
riod.  Upon  presentation  to  the  Commis¬ 
sioner  of  the  facts  of  a  particular  case 
within  the  allowable  claim  period  pre¬ 
scribed  in  this  section,  he  may,  in  his 
discretion,  extend  the  time  within  which 
a  claim  must  be  made,  provided  that  in 
computing  the  claim  no  interest  will  be 
allowed  for  the  period  of  such  extension. 

<e)  Claim  amount.  An  insured  will  be 
reimbursed  for  its  losses  on  loans  made 
in  accordance  with  the  regulations  in 
this  part  up  to  the  amount  of  its  re¬ 
serve  as  established  by  $  201.12.  The 
amount  of  reimbursement  is  determined 
by  adding  the  items  in  subparagraphs 

(1),  (2),  (3)  and  (4)  as  follows: 

(1)  90  percent  of  the  net  unpaid 
amount  of  the  loan  actually  made  or  the 
actual  purchase  price  of  the  note,  which¬ 
ever  is  the  lesser. 

(2)  90  percent  of  the  uncollected  in¬ 
terest  earned  up  to  the  date  of  default 
plus  90  percent  of  the  interest,  com¬ 
puted  at  7  percent  per  annum  on  the 
outstanding  balance,  computed  from  the 
date  of  default  to: 

(i)  The  date  of  the  claim  application 
or  for  a  period  of  9  months  and  31  days 
following  such  default  date,  whichever 
is  the  lesser,  or 

<ii)  The  date  of  certification  of  the 
claim  for  payment,  in  a  case  where  an 
otherwise  eligible  claim  has  been  held  in 
suspense  by  the  CommLssioner  pending 
a  determination  of  the  eligibility  for  in¬ 
surance,  of  other  claims  or  loans,  or  by 
an  investigation  of  the  insured’s  loan  or 
claim  activities. 

(3)  Uncollected  court  costs,  including 
fees  paid  for  issuing,  serving,  and  filing 
summons. 

(4)  Attorney's  fees  actually  paid  not 
exceeding: 

(i)  Twenty-five  percent  of  the  amount 
collected  by  the  attorney  on  the  de¬ 
faulted  note,  if  the  borrower  is  liable  for 
the  payment  of  such  fee  under  the  laws 
of  the  jurisdiction  applicable  to  the  note, 
and  if  the  insured  has  not  waived  its 
claim  against  the  borrower  for  such  fees. 

(ii) *$50  or  15  percent  of  the  balance 
due  on  the  note,  whichever  is  the  lesser, 
if  a  judgment  is  secured  by  suit. 

(iii)  $25  for  expenses  in  recording  as¬ 
signments  of  security  to  the  United 
States. 

(f)  Assignment  of  documents.  The 
note  and  any  security  held  or  judgment 
taken  must  be  assigned  in  its  entirety 
and  if  any  claim  has  been  filed  in  bank¬ 
ruptcy,  insolvency,  or  probate  proceed¬ 
ings,  such  claim  shall  likewise  be  as¬ 
signed  to  the  United  States  of  America. 

(g)  Form  of  assignment.  The  follow¬ 
ing  forms  of  assignment  properly  dated 
shall  be  used  in  assigning  a  note,  judg¬ 
ment,  real  estate  mortgage,  deed  of  trust, 
or  any  other  security  device  in  event  of 
claim: 

AU  rights,  title,  and  Interest  of  the  under¬ 
signed  Is  hereby  assigned  (without  warranty. 


except  that  the  note  qualifies  for  Insurance) 
to  the  United  States  of  America. 


(Financial  Institution) 

By . 

Title _ 

Date _ 

Note. — If  this  form  is  not  valid  or  gen¬ 
erally  accepted  in  the  Jurisdiction  involved, 
a  form  which  is  valid  and  generally  accept¬ 
able  shall  be  used. 


(h)  Recordation.  Where  security  has 
been  taken  or  a  proof  of  claim  filed,  the 
insured  shall  place  on  record  an  assign¬ 
ment  to  the  United  States  of  America  of 
said  security  or  proof  of  claim  prior  to 
•  filing  claim  for  insurance  benefits. 

§  201.1685  Flood  insurance. 

No  loans  shall  be  made  or  refinanced 
for  construction,  rehabilitation,  preser¬ 
vation  or  restoration  of  any  structure 
located  in  an  area  that  has  been  identi¬ 
fied  by  the  Secretary  of  Housing  and  Ur¬ 
ban  Development  as  an  area  having 
special  flood  hazards  unless  the  com¬ 
munity  in  which  the  area  is  situated  is 
participating  in  the  National  Flood  In¬ 
surance  Program,  and  such  insurance  is 
obtained  by  the  borrower.  The  amount 
of  flood  insurance  required  need  not  ex¬ 
ceed  the  principal  balance  of  the  loan 
and  need  not  be  required  beyond  term 
of  the  loan. 

§  201.1690  Administrative  reports  and 
examination. 

The  Commissioner  may  at  any  time 
call  upon  an  insured  for  such  reports  as 
the  Commissioner  may  deem  to  be  neces¬ 
sary  in  connection  with  the  regulations 
in  this  subpart.  The  Commissioner  may 
inspect  the  books  or  accounts  of  the  in¬ 
sured  as  they  pertain  to  the  loans  re¬ 
ported  for  insurance. 

§  201.1695  Amendment*. 

After  consultation  with  the  Secretary 
of  the  Interior,  the  regulations  in  this 
subpart  may  be  amended  by  the  Com¬ 
missioner  at  any  time,  but  such  amend¬ 
ment  shall  not  adversely  affect  the  insur¬ 
ance  privileges  of  an  insured  with  respect 
to  any  loan  previously  made  or  in  the 
process  of  being  made.  Unless  otherwise 
provided,  an  amendment  shall  be  ap¬ 
plicable  to  any  loan  or  the  refinancing  of 
any  loan,  when  the  loan  or  note  is  made 
pursuant  to  an  application  dated  on  or 
after  the  effective  date  of  such  amend¬ 
ment. 

Issued  at  Washington,  D.C.  June  21, 
1977. 

Morton  Baruch, 
Deputy  Assistant  Secretary  for 
Housing — Federal  Housing 

Commissioner. 

|FR  Doc  77-18563  Filed  6-30-77; 8: 45  am] 
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PART  279— COLLEGE  HOUSING 

Financial  Relief  and  Loan  Modification 

AGENCY:  Development  of  Housing  and 
Urban  Development. 

ACTION:  Final  rule. 
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SUMMARY:  nils  rule  establishes  cri¬ 
teria  upon  which  we  will  consider  grant¬ 
ing  a  borrower’s  request  for  financial 
relief  and/or  loan  modification  under  the 
College  Housing  Program.  We  have  re¬ 
ceived  a  substantial  number  of  these  re¬ 
quests.  Decentralized  HUD  Field  Offices 
will  now  be  able  to  provide  uniformity  of 
treatment  for  similarly  situated  borrow¬ 
ers  consistent  with  protecting  the  Gov¬ 
ernment’s  interest. 

EFFECTIVE  DATE:  July  28,  1977. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

John  E.  Pisano,  Program  Analyst, 
HUD-Held  Mortgage  Division,  Office  of 
Loan  Management,  Assistant  Secre¬ 
tary  for  Housing-Federal  Housing 
Commissioner,  Department  of  Hous¬ 
ing  and  Urban  Development,  451  7th 
Street.  SW.,  Washington,  D.C.  <202- 
755-5866). 

SUPPLEMENTARY  INFORMATION: 
Notice  was  given  on  November  24,  1976 
in  the  Federal  Register  (41  FR  51988)  of 
a  proposed  rule  to  amend  Part  279  by 
designating  the  existing  sections  279.1 
through  279.8  under  a  new  Subpart  A — 
College  Housing  Loans  and  Debt  Serv¬ 
ice  Grants — and  adding  a  new  Subpart 
F — Financial  Relief  and  Loan  Modifica¬ 
tion  which  would  include  §§  279.60 
through  279.66. 

All  comments  received  with  respect  to 
the  proposed  rule  were  carefully  consid¬ 
ered.  The  following  is  a  discussion  of  the 
principal  comments  and  the  changes 
that  were  made. 

1.  It  was  suggested  that  §  279.61(b)  be 
modified  to  exclude  the  Revenue  Fund 
Account  requirement.  The  suggestion 
was  not  adopted  because  the  Department 
considers  this  requirement  essential  to 
prevent  the  comingling  of  project  and 
general  operation  funds  thereby  enabling 
HUD  to  identify  project  related  revenues 
for  debt  service  obligations. 

2.  It  was  suggested  that  §  279.66  be 
modified  to  include  the  term  “candidate 
status”  (applicant  for  accreditation)  as 
a  condition  whereby  HUD  would  not  re¬ 
quire  repayment  of  the  loan  in  full.  The 
suggestion  was  not  adopted  because  “can¬ 
didate  status”  by  itself  does  not  prevent 
HUD  from  demanding  repayment  if  a 
borrower  is  in  default.  Further,  the  term 
“Borrower”  as  defined  in  §  279.60  in¬ 
cludes  institutions  which  have  candidate 
status. 

3.  It  was  suggested  that  §  279.62(b)  be 
modified  to  use  60  days  in  lieu  of  90  days. 
The  suggestion  was  not  adopted  because 
the  Department  considers  the  90  days  re¬ 
quirement  necessary  to  properly  review 
all  aspects  of  the  request,  seek  additional 
data  when  necessary  and  process  the  re¬ 
quest  and  the  subsequent  decision 
thereof. 

4.  It  was  suggested  that  under  5  279.65 
(b)  we  approve  any  alternative  plan 
which  is  no  less  favorable  to  HUD’s  fi¬ 
nancial  Interest  than  prevailing  condi¬ 
tions.  nils  suggestion  was  not  adopted 


since  an  alternative  use  Is  approved  so 
that  the  borrower  may  be  able  to  meet 
HUD  loan  requirements,  which  necessi¬ 
tates  an  improvement  in  prevailing  con¬ 
ditions.  However  the  provision  that  an 
alternative  use  be  in  the  best  financial 
interest  of  HUD  has  been  deleted  as  con¬ 
fusing.  So  long  as  loan  requirements  are 
met  we  prefer  an  alternative  use  by  the 
borrower,  or  another  eligible  educational 
institution  even  though,  for  example, 
leasing  a  HUD  assisted  facility  at  market 
rates  to  another  entity  might  be  con¬ 
sidered  more  in  HUD’s  financial  interest. 

5.  It  was  suggested  that  §  279.65(a)  of 
the  regulation  should  provide  for  HUD 
approval  of  alternative  use  where  “maxi¬ 
mum  utilization  of  all  HUD-assisted  fa¬ 
culties  of  the  Borrower  can  be  achieved 
only  by  alternative  use  of  one  or  more 
of  such  faculties.”  Although  the  present 
regulations  would  not  preclude  the  mak¬ 
ing  or  approval  of  such  requests,  where 
justified,  the  HUD-assisted  faculties 
should  normaUy  continue  in  the  use  for 
which  the  Federal  loan  and  subsidized 
interest  rate  is  provided,  where  a  default 
situation  is  not  involved. 

6.  The  same  condition  was  added  to 
5  279.65(b)(3)  that  is  found  in  5  279.65 
(b)(1)  to  make  clear  that  preference  for 
an  alternative  use  by  another  eligible 
educational  institution,  as  with  the  bor¬ 
rower,  wUl  only  be  given  if  the  use  wUl 
generate  sufficient  pledged  revenues  to 
meet  the  requirements  of  the  HUD  loan. 

The  Department  has  determined  that 
this  regulation  does  not  have  a  substan¬ 
tial  environmental  impact.  A  copy  of  the 
Finding  of  Inapplicability  is  avaUable  for 
public  inspection  during  regular  business 
hours  in  the  Office  of  the  Rules  Docket 
Clerk,  Office  of  the  Secretary,  Room  5218, 
Department  of  Housing  and  Urban  De¬ 
velopment,  451  7th  Street,  SW.,  Wash¬ 
ington,  D.C.  20410. 

It  is  hereby  certified  that  the  economic 
and  inflationary  impacts  of  this  regula¬ 
tion  have  been  carefuUy  evaluated  in  ac¬ 
cordance  with  Executive  Order  No.  11821. 

Accordingly,  24  CFR  Part  279  is 
amended  as  follows : 

1.  The  existing  5§  279.1  through  279.8 
are  designated  under  a  new  heading  as 
follows: 

Subpart  A — College  Housing  Loans  and 
Debt  Service  Grants 
•  •  •  *  * 

2.  A  new  Subpart  F  is  added  as  fol¬ 
lows: 

Subpart  A — College  Housing  Loans  and  Debt 
Service  Grants 

•  •  *  •  • 

Subpart  F — Financial  Relief  and  Loan 
Modification 

Sec. 

279.60  Definitions. 

279.61  Borrower’s  obligations. 

279.62  Bequests  for  loan  modification  or 

deferment. 

279.63  Financial  relief. 

279.64  Refinancing. 

279.66  Alternative  use  of  facilities. 

279.66  Closing  of  educational  Institution. 

Authority:  Title  TV  of  the  Housing  Act  of 
1960  (12  DJ5.C.  1749  «t.  eeq.);  sec.  7(d), 
Department  of  HUD  Act  (42  Ufl.C  3636(d) ) . 


Subpart  F — Financial  Relief  and  Loan 
Modification 
§  279.60  Definitions. 

As  used  In  this  subpart,  the  terms 
defined  In  5  279.1  shall  have  the  same 
meaning  as  in  Subpart  A  of  this  part. 

Bond  resolution  means  the  formal 
undertaking  of  a  public  body  with  re¬ 
spect  to  bond  indebtedness. 

Borrower  means  an  educational  insti¬ 
tution  as  defined  in  Section  404(b)  of 
the  Housing  Act  of  1950  which  has  ob¬ 
tained  a  College  Housing  loan. 

Default  remedies  means  the  remedial 
actions  which  the  Government  (or  the 
Trustee  on  its  behalf)  is  authorized  to 
take  under  the  Bond  Resolution,  Trust 
Indenture,  or  Note/Mortgage  in  the 
event  the  Borrower  defaults  in  its  obli¬ 
gations  thereunder. 

Deferment  means  a  written  undertak¬ 
ing  by  the  Government  with  respect  to 
any  loan  or  loans  made  to  a  Borrower  (or 
by  the  Trustee  on  its  behalf)  that  it  will 
not  exercise  its  Default  Remedies  for  a 
specified  period  of  time  notwithstanding 
the  existence  of  specified  financial  de¬ 
faults  (e.g.,  non-payment  of  principal  or 
interest,  or  failure  to  make  reserve  fund 
deposits) ,  subject  to  specified  conditions 
(e.g.,  payment  of  Interest  only,  partial 
payment  of  principal,  change  In  use). 
The  granting  of  the  Deferment  will  per¬ 
mit  only  those  financial  defaults  specified 
therein  to  continue  for  the  specified 
period  limited  to  one  year  and  the  Bor¬ 
rower  must  comply  in  all  other  respects 
with  the  HUD  requirements  under  its 
loan  or  loans. 

Field  office  means  any  HUD  Regional, 
Area  or  Insuring  Office  which  is  dele¬ 
gated  loan  servicing  responsibilities 
under  the  College  Housing  Program. 

HUD-assisted  facility  means  any  fa¬ 
cility  which  is  a  part  of  a  project  assisted 
with  a  College  Housing  loan  and  any 
other  facilities  the  revenues  of  which  are 
pledged  to  or  otherwise  secure  repay¬ 
ment  of  the  HUD  loan. 

Loan  agreement  means  the  contract 
between  HUD  and  a  Borrower  setting 
forth  the  terms  and  conditions  of  the 
HUD  loan. 

Loan  requirement  means  any  obliga¬ 
tion  of  a  Borrower  under  its  Loan  Agree¬ 
ment,  Bond  Resolution,  Trust  Indenture, 
and/or  Note/Mortgage. 

Note/mortgage  means  the  formal  un¬ 
dertakings  of  certain  private  college  and 
nonprofit  corporation  Borrowers  with  re¬ 
spect  to  a  College  Housing  loan. 

Trustee  means  a  banking  or  other  cor¬ 
poration  legally  authorized  to  exercise 
corporate  trust  powers  which  is  desig¬ 
nated  as  a  Trustee  under  a  Trust  Inden¬ 
ture. 

Trust  indenture  means  the  formal  un¬ 
dertakings  of  most  private  colleges,  some 
public  colleges,  and  some  nonprofit  cor¬ 
poration  Borrowers  with  respect  to  their 
College  Housing  loans. 

§  279.61  Borrower’s  obligations. 

(a)  Loan  policy.  College  Housing  loans 
are  repayable  over  a  40-year  period  (in 
some  cases  50  years).  In  making  such 
loans,  HUD  requires  that  each  loan  shall 
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be  of  sound  value  and  so  secured  as  to 
reasonably  assure  repayment.  The  basic 
security  for  each  loan  Is  a  pledge  of  proj¬ 
ect  revenues  augmented  to  the  extent 
necessary  by  the  pledge  of  revenues  or 
Income  from  other  facilities  or  sources 
or  other  assets.  In  the  case  of  private 
colleges,  a  first  mortgage  Is  obtained  on 
the  HUD-asslsted  facilities  and  any  other 
facilities  the  revenues  of  which  are 
pledged  to  secure  repayment  of  a  HUD 
loan. 

(b)  Flow  of  funds.  The  Loan  Agree¬ 
ment  (and  subsequently  the  Trust  In¬ 
denture,  Bond  Resolution  or  Note/  Mort¬ 
gage)  provides  for  a  flow  of  funds.  All 
pledged  revenues  are  required  to  be  de¬ 
posited  into  the  Revenue  Fund  Account, 
and  may  be  disbursed  only  in  accordance 
with  the  Loan  Requirements.  In  the  case 
of  a  net  income  pledge,  current  expenses 
of  the  pledged  facilities  are  payable  as  a 
first  charge;  In  the  case  of  a  gross  Income 
pledge,  the  required  deposit  into  the 
Bond  and  Interest  Sinking  Fund  (BISF) 
Is  a  first  charge.  Semiannual  payments 
In  specified  amounts  are  required  to  be 
made  Into  the  BISF  (usually  annual  pay¬ 
ments  equivalent  to  125  percent  of  aver¬ 
age  annual  debt  service)  until  the  re¬ 
serve  Is  fully  established,  and  thereafter 
sums  sufficient  for  debt  service  require¬ 
ments.  Available  revenues  remaining 
after  payment  of  current  expenses  and 
BISF  deposits  are  deposited  Into  a  Re¬ 
pair  and  Replacement  Reserve  Account 
In  a  specified  amount  based  on  estimated 
repair  and  replacement  requirements  for 
the  project.  Provision  Is  made  for  use  of 
residual  funds  In  the  Revenue  Fund  Ac¬ 
count  which  may  be  limited  to  acceler¬ 
ated  retirement  of  the- HUD  loan,  may 
also  Include  expenditures  relating  to  the 
Borrower’s  housing  system  and  may  ad¬ 
ditionally  Include  use  for  any  lawful  pur¬ 
pose.  Provision  may  also  be  made  for 
pledge  of  endowment  funds  or  securities 
or  for  a  Collateral  Account. 

(c)  Nonflnancial  obligations.  In  addi¬ 
tion  to  the  obligation  to  make  the  re¬ 
quired  payments  and  deposits  a  Borrow¬ 
er’s  obligations  Include  undertakings 
deemed  necessary  to  effectuate  the  statu¬ 
tory  purposes,  to  safeguard  the  security 
for  the  loan,  and  to  assure  repayment. 
These  obligations  Include: 

(1)  Maintenance  of  the  Borrower’s  corpo¬ 
rate  existence  and  status  as  an  eligible  educa¬ 
tional  Institution; 

(3)  Use  of  the  HUD-asslsted  facilities  for 
the  purposes  for  which  the  loan  was  made, 
unless  another  use  Is  approved  by  HUD; 

(3)  Adoption  and  enforcement  of  parietal 
rules,  rental  rates  and  charges  for  use  of  the 
HUD- assisted  facilities; 

(4)  Physical  protection  of  the  HUD- as¬ 
sisted  faculties  Including  Insurance  coverage, 
repair  and  maintenance; 

(6)  Covenant  not  to  encumber,  lease  or 
sell  the  HUD-asslsted  faculties; 

(6)  Maintenance  of  proper  books  and 
records  and  submission  of  reports  to  HUD. 

§  279.62  Requests  for  loan  modifica¬ 
tion  or  deferment. 

(a)  Financial  relief.  A  Borrower  seek¬ 
ing  a  Deferment  shall  make  a  request 
therefor  In  writing  to  the  appropriate 
HUD  Field  Office  not  less  than  90  days 
prior  to  the  date  on  which  it  anticipates 


that  It  will  be  unable  to  meet  any  pay¬ 
ment  or  deposit  requirement.  A  Borrower 
which  has  heretofore  obtained  a  Defer¬ 
ment  shall  file  such  request  at  least  90 
days  prior  to  the  expiration  of  its  current 
Deferment.  Each  request  for  Deferment 
shall  establish  to  the  satisfaction  of  HUD 
that  the  Borrower  has  satisfied  the  cri¬ 
teria  for  granting  financial  relief  set 
forth  in  S  279.63(a)  below. 

(b)  Changed  use.  A  Borrower  which 
proposes  to  make  a  change  In  the  use 
of  a  HUD-asslsted  facility  either  affect¬ 
ing  the  pledged  revenues  or  Involving 
an  Ineligible  use  under  the  College  Hous¬ 
ing  Program  shall  make  a  request  In 
writing  to  the  appropriate  Field  Office  at 
least  90  days  prior  to  the  date  on  which 
the  changed  use  Is  proposed. 

(c)  Other  loan  modifications.  A  Bor¬ 
rower  desiring  a  modification  or  waiver 
of  the  HUD  Loan  Requirements  other 
than  those  described  In  paragraphs  (a) 
and  (b)  of  this  section  shall  make  a 
request  In  writing  to  the  appropriate 
HUD  Field  Office  at  least  60  days  prior 
to  the  date  on  which  the  need  for  such 
modification  or  waiver  will  arise  except 
that,  where  the  non-compliance  Is  the 
result  of  conditions  beyond  the  control 
of  the  Borrower,  such  written  request 
shall  be  made  promptly  upon  such 
occurrence. 

g  279.63  Financ-iul  relief. 

(a)  Criteria  for  granting  financial  re¬ 
lief.  Deferments  with  respect  to  Defaults 
In  a  Borrower’s  financial  obligations  un¬ 
der  its  Loan  Requirements  may  be 
granted:  Provided,  That  the  following 
conditions  axe  satisfied. 

(1)  The  Borrower  Is  operating  as  an 
eligible  educational  Institution  as  defined 
In  section  404(b)  of  the  Housing  Act  of 
1950;  and  In  S  279.1(e); 

(2)  The  Borrower  Is  utilizing  the 
HUD-asslsted  facilities  for  an  eligible 
purpose  as  defined  In  section  404  of  the 
Housing  Act  of  1950  and  In  §  279.1,  or 
other  purpose  approved  by  HUD; 

(3)  The  pledged  revenues  of  the  HUD- 
asslsted  facilities,  any  pledged  revenues 
from  other  facilities,  and  any  pledged 
funds  or  securities  are  being  properly 
accounted  for  and  applied  In  accordance 
with  the  Loan  Requirements; 

(4)  The  Borrower  Is  In  full  compliance 
with  Its  Non-financlal  Obligations  under 
its  Loan  Requirements  Including  specifi¬ 
cally  those  set  forth  In  S  279.61(c)  hereof, 
except  as  otherwise  approved  by  HUD; 

(5)  The  Borrower  submits  a  plan  of 
operation  and  financial  data  pursuant  to 
which  HUD  determines  that  It  Is  making 
satisfactory  progress  towards  remedying 
the  conditions  giving  rise  to  the  defaults 
and  that  financial  stability  will  be 
obtained. 

(b)  Relief  granted.  A  Deferment  may 
be  granted  to  a  Borrower  who  has  satis¬ 
fied  the  criteria  set  forth  tn  paragraph 
(a)  of  this  section  as  follows: 

(1)  Deferment  of  Interest,  and/or 
principal  payments  and/or  reserve  fund 
deposit  requirements  may  be  granted  for 
a  period  not  to  exceed  one  year; 

(2)  Deferment  of  such  payments  and/ 
or  deposit  requirements  may  be  granted 


only  to  the  extent  that  the  pledged  reve¬ 
nues  or  other  sources  are  Insufficient  to 
provide  sufficient  funds  to  meet  these 
requirements.  The  order  In  which  such 
available  funds  shall  be  applied  Is  set 
forth  In  paragraph  (e)  of  this  section; 

(3)  Interest  and/or  principal  pay¬ 
ments  may  be  deferred  only  to  the  extent 
that  there  are  not  sufficient  funds  or 
other  assets  In  any  reserve  fund  or  col¬ 
lateral  account  established  pursuant  to 
the  Loan  Requirements  for  such  pay¬ 
ments; 

(4)  The  Borrower  must  comply  with 
all  the  conditions  set  forth  In  §  279.63(a) 

(1)  through  (4)  (and  all  conditions  or 
requirements  set  forth  In  the  Deferment) 
during  any  period  for  which  a  Deferment 
Is  provided. 

(c)  Prohibited  relief.  Financial  Relief 
shall  not  Include: 

(1)  Use  of  pledged  revenues  for  apy 
purpose  other  than  as  provided  under 
the  Loan  Requirements; 

(2)  Creation  of  a  lien  on  the  HUD- 
assisted  facilities  prior  to,  on  a  parity 
with,  or  subordinate  to  the  HUD  lien; 

(3)  Release  of  any  security  deemed 
reasonably  necessary  to  assure  repay¬ 
ment  of  the  HUD  loan; 

(4)  Release  of  obligors,  co-obligors,  or 
guarantors  on  the  HUD  loan;  or 

(5)  Write-down  or  forgiveness  of  prin¬ 
cipal  or  interest; 

(6)  The  term  of  a  loan  may  not  be 
extended,  except  as  provided  under 
S  279.64. 

(d)  Source  of  funds.  Where  insuffi¬ 
cient  funds  are  available  in  the  BISF 
to  make  interest  and  principal  payments 
on  a  loon,  the  following  sources  shall  be 
utilized,  generally  in  the  order  specified : 

(1)  Cash  and/or  investments  in  the 
Repair  and  Replacement  Reserve  Ac¬ 
count;  * 

(2)  Investments  in  the  BISF; 

(3)  Cash  and/or  investments  in  any 
Collateral  Account  established  to  provide 
a  Debt  Service  Reserve; 

(4)  Pledged  endowment  funds  or 
securities. 

(e)  Application  of  funds.  Available 
funds  shall  be  applied  toward  the  in¬ 
debtedness  and  other  Loan  Requirements 
in  the  following  order: 

(1)  Available  funds  shall  be  applied 
first  to  Interest  payments  on  the  unpaid 
balance  of  the  debt; 

(2)  Any  funds  remaining  after  pay¬ 
ment  of  Interest  shall  be  applied  in  the 
following  order; 

(1)  To  principal  payments  in  direct 
order  of  maturity; 

(ii)  To  reestablishment  of  the  Debt 
Service  Reserve  and  Collateral  Account; 

(ill)  To  reestablishment  of  the  Repair 
and  Replacement  Reserve  Account. 

§  279.64  Refinancing. 

Normally,  delinquent  loans  will  not  be 
refinanced  but  delinquencies  will  be  paid 
from  available  funds  as  provided  In 
8  279.63(c)  above.  In  circumstances 
where  a  Borrower  demonstrates  that  suf¬ 
ficient  pledged  funds  or  other  sources  will 
be  available  to  meet  the  required  pay¬ 
ments  and  deposits  under  the  refinanced 
loan,  but  It  cannot  pay  off  all  accumu- 
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la  ted  delinquencies  within  a  reasonable 
period,  consideration  will  be  given  to  re¬ 
financing  the  loan,  if  requested  by  a  Bor¬ 
rower.  The  end  maturity  may  be  ex¬ 
tended  up  to  the  50-year  statutory  maxi¬ 
mum  loan  term,  if  permissible  under 
state  law,  but  may  not  be  extended  be¬ 
yond  such  50-year  term.  Any  such  refi¬ 
nancing  shall  be  based  on  substantially 
level  annual  debt  service  payments  ex¬ 
cept  in  exceptional  circumstances  ap¬ 
proved  by  the  Government.  A  refinanc¬ 
ing  debt  service  schedule  may  not  pro¬ 
vide  for  ballooning  a  final  payment  which 
exceeds  substantially  the  level  of  periodic 
payments  required  by  the  debt  service 
schedule. 

§  279.63  Alternative  use  of  faeililies. 

(a)  Alternative  use.  Any  use  of  a  HUD- 
assisted  facility  for  other  than  an  eligi¬ 
ble  use  under  the  College  Housing  Pro¬ 
gram  requires  HUD  approval.  HUD  will 
approve  and  may  require  an  alternative 
use  of  a  HUD-assisted  facility  where  this 
is  deemed  necessary  to  prevent  a  default 
in  the  HUD  loan.  Such  alternative  uses 
may  include  use  by  the  Borrower  for  an 
ineligible  purpose,  such  as  for  class¬ 
rooms,  or  leasing  or  sale  to  another  en¬ 
tity,  and  should  normally  be  of  a  tem¬ 
porary  nature  so  that  the  facility  may  be 
returned  to  an  eligible  use  when  feasible. 

<b>  Selection  of  alternative  uses.  Upon 
making  a  determination  that  an  alter¬ 
native  use  is  appropriate,  HUD  will 
consider  other  feasible  alternative  uses 
as  well  as  the  one  proposed  by  the 
Borrower.  In  deciding  which  alternative 
use  to  approve  HUD  will  be  guided  by  the 
following: 


(1)  Preference  will  be  given  to  an 
alternative  use  by  the  Borrower  if  that 
use  will  generate  sufficient  pledged 
revenues  for  the  requirements  of  the 
HUD  loan ; 

(2)  Preference  will  be  given  to  an 
alternative  use  not  involving  major 
alteration,  long-term  lease,  or  sale, 
which  would  prevent  the  facility  from 
being  returned  to  an  eligible  use : 

(3)  If  an  alternative  use  by  the 
Borrower  is  not  feasible,  preference  will 
be  given  to  use  by  another  eligible  educa¬ 
tional  institution  if  that  use  will  gen¬ 
erate  sufficient  pledged  revenues  for  the 
requirements  of  the  HUD  loan. 

(c)  Terms  of  alternative  use — (1) 
Leasing.  If  the  HUD-assisted  facility  is 
leased  to  another  entity,  all  of  the  net 
proceeds  of  the  lease  shall  be  applied  to 
repayment  of  the  HUD  loan.  If  the  HUD- 
assisted  facility  is  leased  to  a  leasee, 
other  than  a  leasee  which  is  an  eligible 
educational  institution  under  the  Act, 
the  leasee  shall  provide  for  payment  of 
a  rental  at  rates  not  substantially  below 
those  which  would  be  charged  in  the 
market  area  for  comparable  facilities 
financed  at  market  rates  of  interest. 

(2)  Sale.  If  a  HUD-assisted  facility  is 
sold  to  another  eligible  educational  in¬ 
stitution,  the  purchaser  will  be  permitted 
to  assume  the  HUD  loan  provided  that 
the  HUD  loan  is  reasonably  assured  of 
repayment.  In  the  event  of  sale  of  a  fa¬ 
cility  to  a  purchaser  other  than  an  eligi¬ 
ble  educational  Institution,  the  related 
HUD  loan  shall  be  repaid  in  full  except 
that,  where  full  repayment  is  not  finan¬ 
cially  feasible,  the  repayment  require¬ 
ments  shall  be  in  the  Government’s  best 
financial  interest. 


§  279.66  Closing  of  edurnlional  institu¬ 
tion. 

When  an  educational  Institution  ceases 
to  maintain  its  existence  or  accreditation 
and/or  to  conduct  its  normal  and  cus¬ 
tomary  educational  activities,  either  en¬ 
tirely  or  at  one  or  more  locations  where 
HUD  facilities  are  situated,  repayment 
in  full  of  the  HUD  loan  shall  be  required, 
except  as  otherwise  provided  hereinafter. 
Assumption  of  the  indebtedness  by  an 
eligible  educational  institution  will  be 
permissible  where  HUD  determines  that 
the  loan  will  be  reasonably  assured  of 
repayment.  Release  of  guarantors  or  co¬ 
obligors  in  connection  with  such  transfer 
will  not  be  permissible  except  in  excep¬ 
tional  circumstances  approved  by  HUD 
where  such  action  is  determined  to  be 
necessary  to  accomplish  a  transfer  and  is 
in  HUD’s  best  financial  interest.  Assump¬ 
tion  of  the  indebtedness  by  an  entity 
other  than  an  eligible  education  institu¬ 
tion  affiliated  with  the  Borrower  may  be 
approved  only  as  a  means  of  avoiding 
financial  loss  to  HUD.  The  terms  of  any 
such  assumption  shall  require  elimina¬ 
tion  of  the  loan  to  the  greatest  extent 
possible,  taking  into  consideration  pro¬ 
posed  use  of  the  HUD-assisted  facilities 
and  the  financial  resources  and  capabil¬ 
ity  of  the  affiliated  entity. 

Issued  at  Washington,  D.C.,  June  21, 
1977. 

Lawrence  B.  Simons, 
Assistant  Secretary  for  Housing- 
Federal  Housing  Commissioner. 
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